AR11 


INSMOR 


MERCED, 19S 2, 
TS Become MLCC LNveEsTweEmTs LtpP 


~— = 9 _ 
with Moercece Tnsurmence Core OF Gannng 


ANNUAL REPORT 1977 


Digitized by the Internet Archive 
In 2023 with funding from 
University of Alberta Library 


https://archive.org/details/Insm0543_ 1977 


CONTENTS 


— Mortgage Insurance written in 1977 


— Operations and the Residential Market in 1977 


— Delinquencies & Claims 

— Investments 

— Corporate & Financial 

— Directors and Officers 

— A look at 1978 

— Consolidated financial statements 

— Notes to consolidated financial statements 
— Auditors’ Report 

— Board of Directors 


— Branches 


INSMOR 


HOLDINGS LIMITED 


INSMOR MORTGAGE INSURANCE COMPANY 
——— 


THE SOVEREIGN MORTGAGE INSURANCE COMPANY 


In June the shareholders of Insmor Holdings Limited and of The Sovereign Mortgage Insurance Company began 
negotiations to merge their interests, and the merger was legally effected on December 19th, 1977. Insmor 
Holdings Limited thus became the owner of both The Sovereign Mortgage Insurance Company and Insmor 
Mortgage Insurance Company, and its consolidated assets increased from $37,665,066 at the end of 1976 to 
$78,312,517 at the end of 1977. Apart from a small investment in Government of Canada Bonds, the shares of the 
mortgage insurance companies are the only assets of Insmor Holdings Limited. 


Amalgamation of the operations and corporate entities of the two mortgage insurance companies under the 
Canadian and British Insurance Companies’ Act has been sanctioned in principle by the Minister of Finance. The 
name of the amalgamated mortgage insurance company will be Insmor Mortgage Insurance Company and the 
amalgamation is anticipated to be completed before the middle of 1978. Meanwhile the companies are 
operating from coast to coast under unified management, which has moved into new Head Office premises in 
Toronto. 


The combined Results in Brief on page 3 and following remarks do not refer to the audited consolidated 
financial statements of Insmor Holdings Limited (except where noted) which appear subsequently. Rather, this 
report is on the combined operations of the two mortgage insurance companies in 1977 compared with 1976, 
and on the prospects for their amalgamated future. 


COMBINED RESULTS IN BRIEF [UNAUDITED] 


Year ended December 31 


FINANCIAL 
Net premiums written 
Premiums earned 
Operating expenditure 
Income from investments 
Profit before income taxes (and realized investment gains) 
Net profit for the year 
Unearned premiums 
Total assets 
Shareholders’ equity 


INSURANCE PROPOSALS RECEIVED DURING YEAR 
Number 
Amount 

POLICIES COMMENCING EFFECTIVE IN THE YEAR 


Number 
Amount 
Average loan amount 


OUTSTANDING COMMITMENTS 
Number at end of year 
Amount 
POLICIES IN FORCE 
Number at end of year 
Amount 
INSURED LOANS REPORTED THREE OR 
MORE MONTHS IN ARREARS 
Number at end of year 
Per 100 loans held insured (default ratio) 
CLAIMS PAID AND INCURRED 


Amount of actual and estimated loss in year 
Provision for claims at end of year 


1977 


10,088,824 
3,618,754 
709,212 
5,571,686 
5,358,879 
3,477,016 
30,041,962 
78,312,517 
43,696,971 


28,807 
P20 1515, 903 


24 431 
$ 960,991,574 
$ 39,335 


10,094 
$ 465,927,469 


102,449 
$3,551,553,344 


fore) 
IZ 


2,595,422 
2,544,215 


9,188,083 
2,507,457 
612,021 
4,195,885 
4,829,682 
2,983,701 
23,227,320 
64,355,918 
38,111,561 


22,822 
Sat O33,002/005 


DAsI76 
$ 793,779,565 
$ 37,490 


9,078 
> 391,556,545 


80,987 
$2,576,108,724 


280 
5 


859,279 
911,760 


% 
Increases 


MORTGAGE INSURANCE WRITTEN IN 1977 


Based on preliminary estimates, a record of $16.8 
billlon mortgage commitments were made in Canada 
in 1977. Of this $14.6 billion was for residential 
property compared with $10.2 billion in 1976, which 
can be divided approximately: — 


% 
National Housing 


Act Loans $6.2 billion 42.4 


Conventional Uninsured 
Loans $4.0billion 27.4 


Private Mortgage Insurance 


Industry Commitments $4.4billion 30.2 


Insmor and Sovereign’s share of the private mortgage 
insurance was about 27%. 


There seem to have been two opposite shifts in 
lending in the residential field. One from privately 
insured new construction loans to Assisted Home 
Ownership loans with Federal grants and subsidies 
and other loans insured under the National Housing 
Act, and secondly a substantial increase in commit- 
ments on privately insured loans on existing proper- 
ties (including a substantial number of refinancings). 
Thus the preliminary estimates show: 


NHA_ Conventional Total 
[$ billions] 
1976 New Construction 
Loans Ba 2.6 5.8 


1977 New Construction 
Loans 3.9 Dit 6.6 


1976 Existing 
Property Loans 12 32 44 


1977 Existing 
Property Loans Dee, any 8.0 


The breakdown of total business written in 1977 by 
the two mortgage insurance companies and 
insurance in force at the end of 1977 is as follows: 


Insurance in force 
at year-end 

Single-family 
residential 

Multi-family 
residential Poul 


Industrial and 
commercial property 107 


101,611 $3,450,373,713 
73,437,940 


27,741,691 


102,449 $3,551,553,344 


Outstanding Commitments 
Single-family 

residential 9,934 
Multi-family 

residential 136 
Industrial and 

commercial property 24 


$440,478,417 
18; 1217353 


V2 1, O99 
10,094 $ 465,927,469 


OPERATIONS AND THE RESIDENTIAL MARKET 
IN 1977 


In 1977 branch offices were opened in Ottawa and 
London, and as soon as the merger was completed 
the services of each of the two mortgage insurance 
companies were offered to all customers through 
branch offices in Vancouver, Calgary, Edmonton, 
Regina, Winnipeg, London, Toronto, Ottawa, 
Montreal and Halifax. (The Regina office was opened 
early in 1978, and offices in Québec City and 
Moncton will be opened shortly). The companies 
have moved to a new Head Office on the 33rd floor 
of the Royal Trust Tower, Toronto-Dominion Centre, 
together with the amalgamated Toronto Branch 
Office. 


The escalation of house prices slowed in 1977 except 
for Alberta, and there was a definite falling off in 
some areas and a levelling or easing of prices else- 
where. The selling price of serviced building lots did 
not increase materially in 1977, except in Alberta, 
although there was upward pressure on prices in 
many areas. Everyone now seems to be alerted to the 
need for stabilising the price of new serviced lots if 
house prices are to be kept down. But compared with 
U.S. prices, central and western Canadian suburban 
lots are very expensive, and often contribute over 
50% of the cost of a finished house compared with 
the historic 20 - 25%. 


Lower priced condominiums fared badly in 1977, and 
there was an over-supply in Ontario. Competition 
from National Housing Act projects with government 
grants and subsidies has made many units unsaleable 
at prices paid by their original owners and has caused 
some hardship even though generally speaking some 
degree of price stability may have resulted. 


DELINQUENCIES AND CLAIMS 


The difficult economic period being experienced in 
this country is reflected in delinquency and claims 
experience. The number of reported delinquencies 
increased from 0.35% (i.e. 35 per 10,000) of policies in 
force at year end 1976 to 0.72% (i.e. 72 per 10,000) 
inlo77e 


The combined delinquencies of more than three 
months arrears reported by lenders at the end of 1977 
were: 


Delinquencies 
Number _ Estimated Loss 
Single-family residential 724 $2,427,000 
Multi-family residential 


(4 units and over) 14 117,000 


Other types of property 1 0 
739 $2,544 000 


At the end of 1977 two large loans were in arrears. An 
apartment building mortgage in downtown Montreal, 
originally insured for $1,678,875, is subject to strong 
legal action by the lender and no loss is expected. A 
very short term land mortgage of $1,382,000 in a first 
rate location in Saanich, B.C. was insured on an 
exceptional basis, but security is substantial and no 
loss is anticipated. 


Provision for Claims in 1977 
Losses from claims Number Loss 
paid or payable: 
Single-family residential 155 
Multi-family residential 


$ 899,400 
63,600 
Other types of property 0 


963,000 


Losses anticipated from 


reported delinquencies: 1,632,000 


Total claims expense in 1977 $2,595,000 
The average net loss on claims paid increased from 
$5,260 in 1976 to $6,012 in 1977, an increase of 
14.3%. The claims averaged approximately 17.6% of 
the original insured amount compared with 16% in 
1976. 


At the year-end the two insurance companies were 
beneficial owners of 56 properties having an esti- 
mated net realization value of $2,006,357. In the face 
of reduced market values five properties have been 
rented in municipalities where very soft real estate 
markets have precluded immediate disposition. 


The large increase from 1976 notwithstanding, the 
delinquency situation is well in control. Having 
branches in most major centres, Insmor is equipped 
to deal with the settlement of claims and manage- 
ment and disposition of property across the country 
under the supervision of a delinquency and claims 
department recently inaugurated at Head Office. 
More than 95% of the insurance portfolio is owner 
occupied residential property administered by 
Canada’s foremost mortgage lenders. 


INVESTMENTS 


The combined investment income of the two mort- 
gage insurance companies was $5,571,686 in 1977, 
32.8% above $4,195,885 in 1976, largely as a result of 
a 17.4% increase in funds available for investment. 
This increase in funds came from operations after 
preferred and common share dividends. 


At December 31st, 1977 compared with 1976 the 
book values of the companies’ invested funds were as 
follows: 


Cash & Bank 
Term Deposits 


Money Market 
securities 

Bonds and 
Debentures 

Mortgages 
(mainly NHA) 

Preferred 
Shares 


1,437,859 2.0 1,246,814 


6,254,001 85 13,855,830 


39,779,182 53.8 30,624,500 


5,260,456 7.1 6,319,418 


14,279,157. 19.3. 7,253,709 


Common 


shares 6,884,369 9.3 3,634,985 58 


$ 73,895,024 100.0 62,935,256 100.0 
In addition to the above figures, the companies had 
beneficial title to 56 residential properties acquired 
as aresult of claims paid, having an estimated net 
realizable value of $2,006,357. 


Because of the somewhat different investment 
policies of the two mortgage insurance companies, a 
comparison of the combined yields in 1977 with 1976 
is not meaningful. Suffice it to say that the perfor- 
mance of the portfolio of each company in 1977 was 
acceptable, and dividends from common and pre- 
ferred shares continued to increase. 


The revised investment policy of the combined 
companies will be reviewed regularly by the Boards 
of Directors, being designed to maintain capital 
intact with a high degree of liquidity and as high an 
after-tax return as is possible. 


Using December 31st, 1977 market values, the market 
value of the combined portfolios exceeded cost by 
$465,000. During the year the combined net loss on 
sales of investments amounted to $273,000. The 
purpose of these sales was variously to increase yield, 
upgrade quality and comply with policy decisions. 


CORPORATE AND FINANCIAL 


Dealing now with Insmor Holdings Limited, as at 
December 31st, 1977, shareholders’ equity in Insmor 
Holdings Limited amounted to $43,696,971, consist- 
ing of $11,000,000 in preferred shares, $28,350,518 in 
common share equity plus $4,346,453 retained earn- 
ings, compared with the combined equity of The 
Sovereign Mortgage Insurance Company and Insmor 
Holdings Limited of $38,111,561 at the end of 1976. 
Exclusive of changes in equity due to the merger, 


common share capital of $400,000 and preferred 
share capital of $3,000,000 was injected during the 
year. 


A common share dividend of $721,650 was paid 
during 1977, and preferred share dividends as due 
were paid in all three companies. 


The amount of capital reserves available exceeded re- 
quirements of the formula laid down by the 
Department of Insurance (Canada) to cover insur- 
ance in force and current commitments by at least 
$1,300,000 at the end of 1977. Further capital will be 
required before mid-year, by which time it is antici- 
pated that final sanction for the amalgamation of the 
two mortgage insurance companies will have been 
obtained. 


DIRECTORS AND OFFICERS 


Consequent upon the merger, Insmor Holdings 
Limited welcome Messrs. S.F. Melloy, H.G. Tait, E.A. 
Wickens and J.E. O’Brien to its Board, and was sorry 
to receive the resignation of Mr. J.H. McMeekin who 
had served the Boards of the Insmor companies since 
January 1974. The Sovereign Mortgage Insurance 
Company is equally appreciative of the past services 
of Messrs. J.F. Close, EM. Cummings, J.E. Donahoe, 
J.D. Harper and W.R. Livingston who also resigned as 
aresult of the merger and had contributed greatly to 
the growth of Sovereign. 


Sincere appreciation is expressed to Messrs. W.P. 
Carter and S.F. Melloy for their contribution to the 
growth of Insmor and Sovereign respectively since 
inception, each of whom resigned as Chairman in 
favour of Mr. A.A. Horsford who is now Chairman of 
all three companies. 


The realignment of officers in Insmor Holdings 
Limited is as follows: 


Chairman: 


President and Chief 
Executive Officer: 


Executive Vice-President: 
Secretary: 


Alan A. Horsford 


Desmond R. Smith 
Joseph E. O’Brien 
David E. Weston 


Treasurer: Douglas G. Peter 


There are the same officers in the two Mortgage 
Insurance Companies, but Messrs. Weston and Peter 
are also Vice-Presidents along with Mr. Douglas A. 
Campbell, Vice-President, Marketing. 


A LOOK AT 1978 


The amalgamated mortgage insurance company 
should be able to increase its share of the residential 
mortgage insurance market in 1978, with the 
emphasis again being on existing house loans. New 
residential construction in 1978 is estimated to be 
around 225,000 starts, a little less than 1977, but it is 
difficult to say whether the high proportion of CMHC 
insured National Housing Act loans made in 1977 will 
be sustained in 1978, or whether more will be insured 
by the private sector. 


Altogether, 1978 is shaping up to be an uncertain 
year. Firstly, there is Canada’s uncertain economic 
prospects and the record high unemployment rate. 
Next, there is a very mixed market for residential real 
estate in different parts ot the country coupled with 
full inventories of new housing with an emphasis on 
low cost government sponsored units. Thirdly, 
general financial influences may force mortgage 
rates beyond present levels and, with mortgage 
underwriters endeavouring to place the ample mort- 
gage funds available, careful underwriting will be 
necessary especially with regard to refinancings. 
However, residential sales are picking up as we move 
out of the usual year-end doldrums, and the record 
mortgage commitments issued in 1977 may well be 
matched in 1978. 


1978 will therefore be a year of challenge for Insmor, 
certainly a busy year and an exciting one. 


Once again we are fortunate in having had not only 
the support of our shareholders and customers but 
also the cooperation of every employee in 1977 and 
we look forward to their continued cooperation and 
fine support in 1978. 


\esmendn, Suith 
—_—_——— 


DESMOND R. SMITH 
President and Chief Executive Officer 


JOSEPH E. O'BRIEN 
Executive Vice-President 


INSMOR 


HOLDINGS LIMITED 
CONSOLIDATED STATEMENT OF INCOME 


FOR THE YEAR ENDED DECEMBER 31, 1977 
[with comparative figures for 1976] 


1977 1976 
Revenue: 
Premiums earned (note 1(c)) $1,908,422 $1,435,197 
Investment income (note 1(e)) - 
Interest 2,677,890 2,472,916 
Dividends 670,673 178,232 
Gain on sale of shares 82,440 3,568 
5,339,425 4,089,913 
Expenses: 
Provision for claims 992,958 400,252 
General and administrative 505,326 362,426 
Amortization of policy acquisition costs 
(notes 1(d) and 2) 110,911 50,092 
1,609,195 812,770 
Income before income taxes 37/30,230 3277 AAS 
Income taxes (including deferred taxes of $476,000 in 
1977; $303,400 in 1976) 1,443,600 1,479,410 
Net income for the year $2,286,630 $1,797,733 


Note: The 1976 and 1977 consolidated statements of income do not reflect any 
portion of the results of the operations of The Sovereign Mortgage Insurance 
Company (see note 3). 


(See accompanying notes) 


INSMOR HOLDINGS LIMITED 


[Incorporated under the Canada Corporations Act] 
CONSOLIDATED BALANCE SHEET 


DECEMBER 31, 1977 
[with comparative figures at December 31, 1976] 


ASSETS 
1977 
Investments (note 1(e)): 
Cash and short-term bank deposits $ 1,437,859 
Short-term debt securities 6,254,001 
Bonds and debentures - 
Federal and provincial 352323720 
Municipal 960,211 
Corporate 3,586,251 
Preferred and common shares 21,163,526 
Mortgages 5,260,456 
Total investments (market value 
$74,360,000; $37,214,000 in 1976) 73,895,024 
Accrued interest and dividends 921,038 
Income and other taxes recoverable 218,424 
Real estate acquired on settlement of claims, at 
estimated net realizable value 2,006,357 
Deferred policy acquisition costs 
(notes 1(d) and 2) 1134103 
Sundry assets 140,571 


$78,312,517 


Note: As explained in note 3, this consolidated balance 
sheet reflects the assets and liabilities of the 
company’s two subsidiaries, Insmor Mortgage 
Insurance Company and The Sovereign Mortgage 
Insurance Company, at December 31, 1977 (1976 
figures reflect only the assets and liabilities of 
Insmor Mortgage Insurance Company). 


(See accompanying notes) 
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1976 


$ 1,191,550 
12,036, 184 


13,695,800 
1,028,552 


3,461,619 
5,253,997 


36,667,702 


437,801 


17,000 


450,826 
S737, 


$37,665,066 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


1977 1976 
Unearned premiums (note 1(c)): $30,041,962 $12,049,188 
Accounts payable and accrued charges 152,265 47,690 
Payable on securities purchased 500,000 
Premiums received on account 288,788 171,538 
Provision for claims (note 1(f)) 2,544,215 467,000 
Income and other taxes payable 387,276 
Deferred income taxes 1,588,316 528,400 
34,615,546 14,151,092 
Shareholders’ equity: 
Share capital (note 4) - 
Authorized: 
250,000 preferred shares of $100 
par value 
50,000,000 common shares without 
par value 
Issued and outstanding: 
110,000 preferred shares (60,000 in 1976) 11,000,000 6,000,000 
25,076,054 common shares (14,125,001 
in 1976) 28,350,518 14,162,501 
Retained earnings (note 5) 4,346,453 3,351,473 
43,696,971 23,513,974 
$78,312,517 $37,665,066 


On behalf of the Board: 


A.A. HORSFORD | Director 


D.R. SMITH Director 


INSMOR HOLDINGS LIMITED 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


FOR THE YEAR ENDED DECEMBER 31, 1977 
[with comparative figures for 1976] 


1977 1976 

Retained earnings, beginning of the year (note 2) $3;39.1,473 $2,349,013 
Net income for the year 2,286,630 1 79/5733 
5,638,103 4,146,746 

Deduct: 
Dividends — common 721,650 700,013 
— preferred 570,000 95,260 
1,291,650 795,273 
Retained earnings, end of the year $4 346,453 $3,351 473 


Note: The 1976 and 1977 consolidated statements of retained earnings do not 
reflect any portion of the results of the operations of The Sovereign Mortgage 
Insurance Company (see note 3). 


(See accompanying notes) 


AUDITORS’ REPORT 


TO THE SHAREHOLDERS OF 
INSMOR HOLDINGS LIMITED: 


We have examined the consolidated balance sheet of Insmor Holdings Limited as at December 31, 1977 and the 
consolidated statements of income, retained earnings and changes in financial position for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly included 
such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the company as at 
December 31, 1977 and the results of its‘operations and the changes in its financial position for the year then 
ended in accordance with generally accepted accounting principles applied on a basis consistent with that of 
the preceding year, after giving retroactive effect to the change in the method of accounting for policy 
acquisition costs referred to in note 2 to the financial statements. 


Toronto, Canada, CLARKSON, GORDON & CO. 
January 30, 1978. Chartered Accountants 
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INSMOR HOLDINGS LIMITED 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


FOR THE YEAR ENDED DECEMBER 31, 1977 
[with comparative figures for 1976] 


1977 
Cash provided: 
Net income for the year including charges not 
involving an outlay of cash S277 57 84 
Increase in unearned premiums LjOO7, 217. 
Increase in provision for claims 733,000 
Issue of shares for cash (note 4) 3,157,828 
Total cash provided 9,536,126 
Cash applied: 
Dividends paid 1,291,650 
Increase (decrease) in real estate acquired 
on settlement of claims 423,000 
Increase in deferred policy acquisition costs 497 277 
Increase in other assets 371,660 
Decrease (increase) in other liabilities 717,627 
Acquisition of The Sovereign Mortgage 
Insurance Company (note 3) - 
Net assets acquired 18,787,629 
Less preferred and common 
shares issued 16,030,189 
Cash consideration 2,757,440 
Total cash applied 6,058,654 
Net increase in cash during the year $ 3,477,472 
Represented by net increase in investments as follows: 
Increase in cash and short-term deposits $ 89,904 
Increase (decrease) in short-term 
debt securities (6,378,261) 
Increase in bonds and debentures 5,473,483 
Increase in preferred shares 4,292 346 
3,477,472 
Add investments of The Sovereign Mortgage Insurance 
Company acquired at year-end (note 3) 33,749,850 
Total increase in investments for the year Dot 227 322 


(See accompanying notes) 


1976 


$ 2,115,126 
3,042,986 
335,000 
6,162,500 


11,655,612 


795,273 


(12,000) 
450,826 
Seb 
(529°36 1) 


773,837 
S$ 10;881775 


$ §86174,833 


4,993,721 
do3,639 
4,199,382 


10,881,775 


$ 10,881,775 


INSMOR HOLDINGS LIMITED 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31, 1977 


1. Summary of significant accounting policies 


(a) Principles of consolidation - 
These consolidated financial statements include the 
accounts of Insmor Holdings Limited and its insurance com- 
pany subsidiaries, Insmor Mortgage Insurance Company and 
The Sovereign Mortgage Insurance Company. Since the ac- 
quisition of The Sovereign Mortgage Insurance Company 
was accounted for with effect as of December 31, 1977, the 
1977 earnings of that company have not been reflected in 
the consolidated statements of income and retained earn- 
ings. The minority interests in the subsidiary companies re- 
lating to shares held beneficially by the directors of the 
companies are insignificant and have not been disclosed. 


(b) Basis of presentation - 


The insurance subsidiaries report to regulatory authorities 
following accounting practices prescribed or permitted by 
The Department of Insurance (Canada). These practices 
have been adjusted in these consolidated financial state- 
ments to conform with generally accepted accounting 
principles. 


Premiums earned - 


Premiums written are deferred and taken into income ona 
systematic basis over the term of the policies at rates esti- 
mated to be substantially in proportion to the related risks 
assumed by the company, so as to properly match revenue 
with the anticipated incidence of claims. 


(d) Policy acquisition costs - 
Policy acquisition costs, including premium taxes and cer- 
tain underwriting expenses related directly to the acquisition 
of premiums, to the extent that they exceed processing fees 
received are deferred and amortized over the terms of the re- 
lated premiums. 


Investments - 


Investments held to meet current obligations are valued at 
market values. At December 31, 1977, these investments 
consist of cash and short-term bank deposits. 


Investments in bonds, debentures, and short-term debt 
securities held for the company’s long-term requirements are 
accounted for on the “deferral and amortization” method. 
Under this method, premiums paid or discounts allowed at 
the time of purchase of debt securities are amortized over 
the term of the investment to maturity. Realized gains and 
losses on disposals prior to the maturity date are deferred 
and amortized as an adjustment to interest income over the 
period to the maturity date of the security sold. 


Investments in preferred shares, common shares and mort- 
gages are valued at cost. 
Provision for claims - 


Provision is made in the year for insurance losses based on 
claims received and anticipated as well as the company’s 
estimate of losses incurred but not yet reported. 


2. Change in accounting policy 


Effective January 1, 1977, the company retroactively adopted 
the policy of deferring policy acquisition costs in excess of pro- 
cessing fees; previously such costs were expensed as incurred. 
The deferred costs will be amortized over the terms of the re- 
lated premiums (note 1(d)). The 1976 comparative figures have 
been restated to reflect this change as follows: 


(a) Net income before income taxes, previously reported as 
$2,838,639, has been increased by $450,826 to $3,277,143 
with a corresponding decrease in expenses of $687,046 and a 
decrease in revenue of $186, 128 before the recording of 
amortization of policy acquisition costs of $50,092: 

(b) Increase in deferred income taxes and provision for income 
taxes in the amount of $216,400; and, 

(c) Increase in net income for the year from $1,575,639 to 


$1,797,733 and retained earnings previously reported as 
$3,117,047 to $3,351,473. 


. The Sovereign Mortgage Insurance Company 
On December 19, 1977, the company acquired 100% of the 
issued and outstanding common and preferred shares of The 
Sovereign Mortgage Insurance Company of Toronto. This acqui- 
sition has been accounted for as a purchase in the accom- 
panying financial statements with effect as of December 31, 
UI. 


Details are as follows: 


Assets, at approximate market values - 


$33,749,850 
1,566,357 
525,014 


35,841,221 


Investments 
Real estate acquired on settlement of claims 
Other assets 


Liabilities, at assigned values - 


Unearned premiums* 
Provision for claims 
Other liabilities 


15,125,257 
1,344,215 
584,120 


17,053,592 


Net assets acquired 


$18,787,629 


Consideration - 


Cash 2,757,440 
Preferred shares 5,000,000 
Common shares 11,030,189 


$18,787,629 


*Unearned premiums include $616,833 representing excess 
of the assets acquired over the consideration given. This 
amount will be amortized to income over ten years. 


The earnings of The Sovereign Mortgage Insurance Company 
from the date of acquisition to December 31, 1977 have not 
been reflected in the consolidated statements of income and re- 
tained earnings as they were insignificant. 


Had The Sovereign Mortgage Insurance Company been acquired 
as of January 1, 1977, the combined pro-forma earnings of the 
company for 1977 would have been approximately as follows: 


Revenue 

Expenses 

Income before taxes 
Income taxes 


$9,322,000 
3,405,000 
5,917,000 
2,244,000 


$3,673,000 


Net income 


4. Share capital 


(a) Authorized capital - 


By Supplementary Letters Patent dated November 23, 1977, 
the company’s authorized capital was increased from 
$50,000,000 to $75,000,000 by creating 25,000,000 additional 
common shares without par value. By Supplementary Letters 
Patent dated December 9, 1977, 50,000 of the company’s 
preferred shares were designated as 9/2 % cumulative, re- 
deemable, retractable preferred shares Series B. 


(b) Issue of shares - 


During the year the company issued 2,436,537 common 
shares for $3,157,828 cash; also 8,514,516 common shares at 
a value of $11,030, 189 were issued as partial consideration in 
the acquisition of all of the common shares of The Sovereign 
Mortgage Insurance Company as described in note 3. In 
addition, the company issued 50,000 9% % cumulative, re- 
deemable preferred shares Series B in exchange for 50,000 
8% % cumulative, redeemable preferred shares of The 
Sovereign Mortgage Insurance Company. 


Preferred shares - 


The 60,000 Series A and 50,000 Series B preferred shares out- 
standing are redeemable at the company’s option after 
September 30, 1981 retractable at the holder’s option on 
October 1, 1981 or October 1, 1986 on notice by July 1 of the 
respective year, and are subject to mandatory sinking fund 
redemptions of 3,000 shares annually for Series A and 2,500 
shares annually for Series B both commencing October 1, 
1987. 


5. Retained earnings 


Rules prescribed by The Department of Insurance (Canada) with 
respect to capital requirements for the insurance subsidiaries 
and certain provisions of the Canadian and British Insurance 
Companies Act have the effect of restricting the amount of divi- 
dends which the subsidiaries are permitted to pay in any year. 


Accordingly, the amount of the retained earnings available for 
dividend distribution at any time will depend on the effect of 
such rules and provisions on the subsidiaries financial position 
at that time. 


. Share options 


An option is outstanding to an officer and director of the 
company to acquire a maximum of 70,000 of the company’s 
common shares. This option, which expires in 1999, can be exer- 
cised in the event the shares are offered to the public, subject to 
certain restrictions and in certain other circumstances. The 
option price per share is determined at the time the option is 
exercised by dividing the number of the company’s issued and 
outstanding common shares into the aggregate of the capital 
and contributed surplus and retained earnings as shown on the 
last audited financial statements of the company. 


. Anti-Inflation Program 


Through an Order in Council effective April 16, 1976, the com- 
pany’s insurance subsidiaries became subject to the Federal 
Government's Anti-Inflation Program and are therefore subject 
to mandatory compliance with controls on prices, profit 
margins, employee compensation and shareholder dividends. 


INSMOR HOLDINGS LIMITED 


*MR. W. PETER CARTER 

Assistant General Manager 
Mortgages & Special Deposit Services 
The Royal Bank of Canada 

Montreal 


MR: BERNARD J. GOYETTE 

Senior Vice-President, Eastern Division 
The Mercantile Bank of Canada 
Montreal 


*MR. ALAN A. HORSFORD 

President and Chief Executive Officer 
Royal Insurance Company of Canada 
Toronto 


MR. ROBERT JUSSAUME 

President and Chief Executive Officer 
Trust Général du Canada 

Montreal 


*MR. CHARLES M. LAIDLEY 

Senior Vice-President 

Canadian Imperial Bank of Commerce 
Toronto 


MR. PASCAL LAQUERRE 
Vice-President, Credit Division 
Banque Canadienne Nationale 
Montreal 


MR. IAN D. MAIR 
President for Canada 


The Prudential Assurance Company Ltd. 


Montreal 


*MR STANLEY Fs MELLOY, 
Executive Vice-President & 
Chief Operating Officer 
IAC Limited 

Toronto 


BOARD OF DIRECTORS 


*MR. JOSEPH E. O’BRIEN 

Executive Vice-President 

Insmor Holdings Limited 

Insmor Mortgage Insurance Company 

The Sovereign Mortgage Insurance Company 
Toronto 


*MR. DESMOND R. SMITH 

President & Chief Executive Officer 

Insmor Holdings Limited 

Insmor Mortgage Insurance Company 

The Sovereign Mortgage Insurance Company 
Toronto 


*MR. MARSHALL G. SMITH 

Director, Mortgage and Bond Investments 
The Great-West Life Assurance Company 
Winnipeg 

*MR. HUGH G. TAIT 

Senior Vice-President, 

Canada Permanent Mortgage Corporation 
Toronto 


MR. DOUGLAS T. WAITE 
Vice-President, Branch Operations 
Montreal Trust Company 
Montreal 


*MR. EWART A. WICKENS 

Executive Vice-President, Money and Banking 
Royal Trustco Limited 

Toronto 


MR. GWYN E. WILLIAMS 

Vice-President, Loans and Real Estate Services 
The Canada Trust Company 

London 


* Directors of Insmor Mortgage Insurance Company and The Sovereign Mortgage 
Insurance Company. 


INSMOR MORTGAGE INSURANCE COMPANY 
THE SOVEREIGN MORTGAGE INSURANCE COMPANY 


HEAD OFFICE 


Suite 3304, P.O. Box 56 


Royal Trust Tower, 


Toronto-Dominion Centre 
Toronto, Ontario M5K 1E7 
Tel: (416) 868-0880, Telex: 06-23482 


MR. DESMOND R. SMITH 
President and Chief Executive Officer 


MR. JOSEPH E. O’BRIEN 
Executive Vice-President 


MR. DAVID E. WESTON 
Vice-President and Secretary 


Halifax 


Suite 604, Cogswell Tower 

Scotia Square 

Halifax, N.S. B3J 3K1 

Tel: (902) 422-7358, Telex: 019-22790 
Manager: Mr. J. Graham MacDonald 


Moncton 


Suite 9, 207 Robinson Street 
Moncton, N.B. 
Manager: Mr. Peter Dysart 


Québec 

Royal Trust Building 
1122 St. Louis Road 
Sillery, Québec 


Montreal 


Suite 1058, Sun Life Building 

1155 Metcalfe Street 

Montreal, P.Q. H3B 2V6 

Tel: (514) 875-5444, Telex: 055-60438 
Manager: Mr. Jean-Claude Towner 


Ottawa 


Suite 303, 60 Queen Street 

Ottawa, Ontario K1P 5Y7 

Tel: (613) 235-1426, Telex: 053-3315 
Manager: Mr. Alphy Alongi 


Toronto 


Suite 3304, P.O. Box 56 

The Royal Trust Tower 
Toronto-Dominion Centre 

Toronto, Ontario M5K 1E7 

Tel: (416) 868-0893, Telex: 06-23482 
Manager: Mr. Ken Webb 


MR. DOUGLAS G. PETER 
Vice-President and Treasurer 


MR. DOUGLAS A. CAMPBELL 
Vice-President, Marketing 


BRANCHES 


London 

Suite 501, 220 Dundas Street 
London, Ontario N6A 1H3 

Tel: (519) 673-0820, Telex: 064-7162 
Manager: Mr. John G. Flett 


Winnipeg 

Suite 1011, Bestlands Building 
191 Pioneer Ave. 

Winnipeg, Manitoba R3C 0H2 


Tel: (204) 956-2875, Telex: 07-55561 
Manager: Mr. Thomas J. Beech 


Regina 

Suite 1440, Chateau Tower 

1920 Broad Street 

Regina, Saskatchewan S4P 3V2 

Tel: (306) 569-1018, Telex: 071-2397 
Manager: Mr. Vernon E. Peterson 


Calgary 

Suite 1218, Sun Oil Building 

500 4th Ave. S.W. 

Calgary, Alberta T2P 2V6 

Tel: (403) 261-7782, Telex: 03-826540 
Manager: Mr. John W. Price 


Edmonton 

Suite 444, Royal Trust Tower 
Edmonton Centre 

Edmonton, Alberta T5) 2Z2 

Tel: (403) 425-9676, Telex: 037-3347 
Manager: Mr. John Maslen 


Vancouver 


Suite 1717, Burrard Building 

1030 West Georgia Street 
Vancouver, B.C. V6E 3B8 

Tel: (604) 684-1374, Telex: 04-54249 
Manager: Mr. C.G. Peter Ness 
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